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'..,.,.
market abares oi I:Jr8:I"~~ markeltn pos\-tll,erger. are nontransitory" amounLTbis may occ:w::
lllCcordwith their ~,:::, I",l3ve luli\lerse rompetitive when the demand Itlbtttitutes outside .>
l::ampetitive lnteraction1i',IIIseql,lenl::es and \}I'dinarily require no .the relevant market.,ss 8 group. ~lre noi'~'

The Agency dilIidetl !.lai:',llr'ibier IUUi.lySis. Mel'g€'.l'1l producing an close substitutes for the products and "','
market co1lCf'.ntraHon ,ItS IIII(iaBe :ltl !he HIll of more than 50 locations wfthfnthe relevant market '.'
the HHI Into three regiOfU' I I H1ll1"II.s in highly conamtl'8.ted market&. • There ,thus1nay bea wide'gap inthe:;~
broadly characterized lUI Ii 1'111", I·merger potentially raise sign1ficant 'cham ofdemand substitutes at the edge',
unconcen~edJHHI be!O'WUXlOli, mnpetitive concems,.depending on the • ofthe-product.imdgeographic market. '..
moderately concentrated lIHU liHl!Weell'l: i' 1111(JrlI set forth ill &el::.tiona 2-5 of the Un~.ucbcircumstances. moremarb(
1000 and 1800). and highll' c(mCmHr811I,~~II,ii I:;iuidelinea. Where the post·merger HHl... power. atatakeiD the relevantmarlcet.
{HHI above 1800). Althougb!he resuJtll~8 ;I~ceeds1aoo. it :will be presumed that than in a market in which a hypothetical
regions provide 8 useful framework for Ililergers producing an increase in the mooopoliat would raise price by ,exadly
merger analysis. the numeric:aldhd8iorll~l: !Inn of more than 100 pointa are likely to five percent. .
suggest greater precision than 1.11 ':reate or enhance market power or , •. '
possible with the 8vailabll~ e:cxmornl" il"cililale Its exercise. The presumption 2. The PoIeDtial Adverse Compe_ltive
tools and information, Other thing!! I:uay be overcome by ll. showing that Effecta of Mergers
being equal. cases falling just II bOl"! nllll ifHCt011l set forth in sections 2-5 of the 20 Overview
just below a threshold pre:senl' I':.,:uidelines make it unlikely that the .
comparable competil.ivl'l JIlIl1Je~ merger will create or enhance market Other things being equal. market ,)

power or facilllate its exercise. in light concentratioo affects the likelihood that
1.51 General Standards of !Darket c~mcentration and tIUlrket one fmn, or a small group of fum.s. coelcl,

in evaluating horizontal merger&, 1lhe 1!Ib.llI.1'etl successfully exercise market power. TheL
Agency will consider both the post· 1,52 Factors Affecting the Signif \C8llce ,smaller the percentage of total supply ,
merger market roncentration and the of Market Shares and Concentration 'thata fum'c:Ol1trols:the more severely
increase in concentration resulting from must restrict its own output in order to .

' the merger. 1a Market concentration is a ·l1te post-merger level of market produce a given price increase. and the:
useful indicator of the likely potential concentration and the change in less likely it is that an output restriction,
competitive effect of 8 merger. The . concentration resulting from a merger ·'willbe profitable. If~ectiveaction i.
generalatandarda for horiwntal mergers . affect the degree to which a merger necessary for the exercise of market
.are as follows: raises competitive concerns. However. power..aa the number offirms nec:es&arJ·

(a) Post-MerserHH1Below 1()(J{J.;The ' in 8ome' situations. market share and . to control a given pewmtage·of total _' ,.
. Agency.regards. markets in this region to -market -concentration data may either. supply dec:reasea. the difficultiea and ,

be Wlconcentrated.Mergers resulting in understate or.overstate the likely future costa of reac:hing and enforcing an
unconc:entrated markets are unlikely to competitive significance of a firm or underatandina with J:especUothe..
have adverse competitive effects and .. 'firms in 'the market or the impact of a , control of that supply might be re
ordinarily require no further analysia. '. merger. The following are examples of Howner. market share aDd
· (b) Post-MerserHHl Between 1000 such situations. concentration data provide oilly the'
?nd llJO(J. !he Agencyregatda markets 1.521 Cba . Market Conditions starting point fOl" analyiing the . ' "
m this reg10D to be moder8t~ . - ngmg. . titive imPact Of a merger. Bef~
~oncentrafed.-Mergersproduang an "Market concentra~onandmark~t '~. ~wbetherto cballeilgea ,.';
m~a~ in the tfHI0fJess than 100 - ;~'<~~are ~ta~ne~S81ty.are baaed on " :~~ ,m '.the:Agenqatsgwill assess~

, porna m moderately concentrated. .', hist~calevidene:e- However. recent or-, '0:malkeffaclora that pertain to' .•~.'
- markets poat-merger~ unlikely to ."'" o~mgchanges m the market may,." competiijve' effectso aawell as entry. ,."

have adverse competitive conaequencea indIcate that the current market share or.. err...._ ....ea· and fallure.'..",...:
and ordinarily require no further , a particular firm either understaiea or 1UWCUW '~~of the'.
analysis. Mergers producing an .increase. overstates the firm'a future1:ODlpetitive, ,'" This~ considerstitive effects'.
in the HHI of more than100 p~~.ta,in " signifi~ For example. if a new, . ~." -:'ten~:W=iii addition toll

,- " moderately concentrated marketa P08t- . technology that fa important to long- -" <, ~ .' 'ntrati 'rele U ee -
merger-potentially raise significant .' .' .' term competitive viibility is available'to" ~'mar 8 e:e:mee.. on,.~ 0 ,~ .

· competitive conce~dependiDgOn.'tba. ; other firma in the market. but is not '.. ' Because anlndi~duaI~ermay,
:factors tlet forth hi sections z-.s of the '. f ; available to a particular fnm. the • threaten to·harm competition~ugh

· Guidelines. .' , . ,~ . ,.':" ~ ,:,'" .' ,.Agency may ci:lilcluc:le thaHhe hiStorical m?re than one of these effec~ ;
, (el Post-MergeiilHIAbovff~80a.:The':': market '8har'!ll~that firm overstat~~ta.. ;~ will be a~alyzed lnt~ o.fas;::.,
'. Agency regards ~ketam:thfa~ to ,'. ·future competitive ~fgnificance.~ .. \, . , potentia1adve1'se competitive ,

, be highly coneentra~~~eI8era ~,:~, , ' , ~ Agency will consider reaaonabls" ~ - ',~, .', are appropriate. Entry. emden~~~' ,
.' produclDg an increase In the HHI'OCIeaa:':, predictable effeets'ofrecent or OIigoiDg ~':. f~~~~,~~~.~,.~,
.than50 pomfB,eve~rn.~,. c, , ' chailgea in market~tionain .. ' " .' 2.1, .LeSseningo[.COiiiMiit!01! "
,-'" ...:',!,: . . c. ::-,interpreting market concentration and .'~ ", ,~CoOrdinaiIJd1nteiat:tii1D~h '" ,:3:..:r

, c' :"~~~~r:~~~~~~~8~·~~~:~.;\~.~~":';::i,::::.:~,;f~~"·;\~~~~~.K~~:."
", -,. _eralLiDuietcODcenlrllUon by doublbia'dae -~';:;L522. ,....Degree~DiffereDCeBetween.~ ~::by~~·tbe,fbm8Ielling~.th,e::.:MI

" ,:-.- proibu;t.~ihamarket lbareeof t1lua4qllD& Iliia.,;" :Producta-and LOcati0D81n~ Market t,~'i·;..~iriarkefmore:liliiIY~more·!':
.' FOI"~~orflrmawfth-~of,I:~,;,· ..-and SubstitUtes Outside the l4arket';)·;"t.ti~,:or·IOO~~eIi'to';

, ,J:=~~~o~~'!.~~==~l~. Al1e~eqUa1.themagn1tUdeof.:·.~3~~'8Jl8~:¥'-cio~!6i~.~~~~ti~~~.'
':- : forthla.tec:lmlqwk •• foIlowr.lnCalcialat1a&'....:·~'~potenti~lt:ompetitlveharm from a -.:, ,f,->1"h~,.cons~.~tea,.... M

'. ". HHJ~ die~ Jba mailratillmK'vI:a.e • '~;;"merger Is·gi'ee.tei":tf' a hypotheticat'~~' .:~'I,I":1nl!i~ ia.'com~.~acti~~
, "- .·~~::-~=circ:::~a~~~~1:monop~Ust w~uldi'8ise Price:witbbi~.~~uP of~~!~~~~~e~9!'
• . aqwncf:t. + bl-,wMdieq,uaJ.." +ab+b'.'Tbe- ~~J'elevant market by aubatantialIY~" ,;'~ e,a~ of them,~~~:t(~.~!;he ..
;, ~ ·~~~~.fQfJtb~~~~~~:.~~.ana:~~ut~~t~"~i;·~;;;r.;t8~~~a~~~~~~ee~~f$~~.,.~.

,-?;~ ; - . '-:; ..:]'jJ,}~:~> -~_. - -.,': -:;~f;~~~f~t~~M;8·:;:

~r ;



.·::_'ia~:6rJp~~~~;b~~~~m~iik~ly/~~;#<~1'~.::Ci~~~~~;~r~~li~ri~:ffiilil' t~ \'. ",
','- etJD8y:~tin8~:n,Ol¥J8jVfUl!!8ucce8sftYly'Dr:.;ndl1f~mj>let,~Y~t(f:tr~''~devi~te&:om;~{De~tio~,frODi the>:'
Itlel£~~~~~JJ&~~1'.~~~,engagtrin,coo~tedmterac~on;,;,,: terms of coo~natlon,,,?ll~tt det~' ,

.. "cooi'<Un:'!fed intera~oDl.~J'l depenr:l8:()Dcwl1etber.market,conditiom. wh~ tbetbreat OfPUlUSbmenf18 "
'."'Ching term80f CooidinBtiOil<-';~iODtbey.rhole. are conducive tO~.f8aching erediblEL Credi~lepunishment, however.
~bleJo theJitms invoL~gJ"teI'lJl&.M~t:dinati~ and detecting and may not need to- be any'ml:!recomplex ~~',

"C ", ~tj.;.todetectandpunisllt~~':punisJiii18deyiati0D8irQI~tth08lfterma..,:than temporarY BbandQnmentof.thfJ;1'~;~4; •. ",
)hat woulfl,undemiine th~~~:'2.i1',;q~obditionsCoiidncive t~ Reaching terms Ofcoordinatioi1-by other'fmils UI-;" ,
~ ,in,te~~tion.Detection an~"1i" TermB'ofCOordfnatron- ;,h "~ ~';" ,:, "~. .the market.,'~"::"'L":;:~'.";,l'.7~:';;::S~:'~:;,;
tofdeVlations;~uretbaJ~t ' . .;;r:r",~',·: "-, ' .~ 'c. '.:';";<'" ""'~Where detection and pumshinent<:

tig, firms willfiJid it.more;~!~)y ,Ymns coordin.ating tbeU' m,t~cUons likely would be rapid. incentives to '
..,t4:!;8~'~ the,terma'o~~~":'.::t.ne.~~o!~.!!acbcompl~terma~~' . ,'deviate aJ:e diminished and coordination

on than to,p~e,abort-1erm.,,,:~,concerm.ngthe aUl>C8.tion of t.hl(market is likely to be successful. The detection
,'" ':G~viating.given-the coa~okz. output a~rl1'ID8ort~~ le~el of th,e .and punishme~~of'daviations may be
•:~.s. phaseptthe.analY8i~t~,~<,> marketpn~but may, mstead. ro~ow . f~cilltatedby existing Rra~tice~ among
c;ywill~e:~e ~~e.ntt?,i:'·: ,simpl.~letplS such a~a common pn~" "firms themselves. ~o.tn~cess8nly ,
~ermar.ket,co~ditio~,~;:;.:,fix~d j:Jri9B diffm:entillls. 8t~bl~ market "antitru~tviolations; ~l!'! Ry,;U1e,
,e:J~~ to x:ea.cJxing terms, of·:""'n~_,·.-8harelt. or customer or temt.o~a~" characteristiCs. of typicattr.ansactions.
·~detec~ ~~viatio~s fro~" ,;" restrictions.T~ of coox:dination need For example. ifkey information abOut
·\~, an~~shing such;;.:, ' not perfe~tly achieve the monopoly , specific transactions, or individual price
"J~epending.up?n the;';, " outcome m. order to be harmful to or outpuUe.'lels is available routinely to

,__ ces, the folloWIng marke! :"" cons~e~lnstead. ~e terms of competitors~it may be difficult for a firm
am~~ others.~y be relevant:.. ,_: ~oordmation ~ay be lDlperfect an~ to deviate secretly. 1£ orders for tlle

~ility ofkey ~orma~9n - mcomplete-:-ma~?ch a8__the~ Omtt, relevant product are frequent. regUlar
... mark~tc~n.ditions. " .':, s~me~arketpartiC1p~.tS;ODll~ some and small relative to the total output of

. 0m.s and mdlVldual competitors; ",dimenSIons .~f competition. ~mtt some ,a firm in amarket,H may be difficult for

.' t ~[~ ~nd llroduct, ','c, customers. Yield elevatedpnces ~ho~ of. the firm to deviate in Ii substantial way
'" el~ pncmg or marketing , .' m~nopolylevels. o~ lapse mto ~pls.odlC without theknowlecI8e"of rivals and
,.. ,typlcallyemplore?by firms m pnce w~s--andstill result in ,81gmficant without the opportunity for rivals to
.~t;,the charactensti~ of buyers ' competiti~e harm. ~t some pomt. react. Ifdemand or cost fluctuations are
~Uers; and. the charactenstics of howeve~•.unperf~h,ons cause the relatively infrequent and small.

transaction!J. profitability of abiding by the terms of d" b' I . I
market conditions that are' - coordination to decrease and. depending de;latiOnS may ere ahve y easy to

va to reaching terms of on their extent. may make coordinated e er,. , , .
tion also inay be conducive to' interaction unlikely in the first instance. B¥ contra~t, ~here detectionor
or punishing deviations from ' Market conditions may be conducive pums~ent IS hk~ly to be slqw.

" terms. For example, the extent of' to or hinder reaching terms of mcen~lves to, devlat~ ar~ e.nh~nced and
tion available to firms in the coordination. For example. reaching coordmated mteractlon IS unlikely to be

et. o.r the extent of homogeneity. ' terms of coordination may be facilitated success~. If deman~ or cost
,be relevant to both the ability to by product or firm homogeneity and by fluctuahO?S ~re relatively fr~uent B:ld

ch tenus of coordination and to existing practices among firms. practices l~~e. devla~o~sm~y be relatively
t or punish deviations from those not necessarily themselves antitrust dlfftcult to dlstlnguls~ from thes.e other
The extent to which any specific violations. such as standardization of so~es of market pnce fl,uc~ua~ons.

T ,t condition will be relevant to one pricing or product variables on which and. ,m con~equence. deViations may be
.JI1Ore of the conditions necessary to firms could compete. Key information relatively ~lf~cult to deter.

rdinated interaction will depend on about rival firms and the market may In certam,CIrcumstances. buyer
clrc~stances of the particular case. also facilitate reaching terms of charactenstics and the nature of the

)t lsl~ly that market conditions are coordination. Conversely. reaching procur,ement pro~ess may affect the
duclVe to coordinated interaction terms of coordination may be limited or Incentives to deViate from terms of

en the firms in the market previously impeded by product heterogeneity or by coordination. Buyel si.le alone is not the
\.~ el1gage~in express collusion and 'firms having substantially incomplete determi~ing characteristic, ~ere large
~n the sahent characteristics of the information about the.conditions and buyers likely would engage m long-term

idnceet hav.e not changed appreciably prospects of their rivals' businesses. ' contracting. 80 that the sales covered by
'. the most recent such incident. perhaps becauSe of important such contracts can be large relative to

-, ous ~xpress collusion in another differences among their current business the total output of a firm in the market.
';i 19b phic market will have the same operations. In addition. reaching terms ' firms may have the incentive to deviate.0;th t when the salient characteristics of coordination may be limited or However, this only can be accomplished

a! other market at the time of the impeded by firm heterogeneity, for where the duration, volume and
U?8lOn are comparable to those in the example. differences in vertical profitability of thebusines8 covered by

,.;:ant ma;ket. '- ,. ",.,,' integration or the production of another such contracts are sufficiently large as
j" analyztng~eeffect of a particular" product tllat tends to be used together to make deviation m~re profitable in the

-,.."ener~ ~ordinated fnteraction. the", with the relevant prOduct. long term than hononng the terms of
PrediC~ ~dfulof the difficulties of " . . . coordination, and buyers likely would
, theting likel~ future behavior based 2.12 C?onditions ~o~duclve !o. "switch suppliers.

.types of mcomplete and" , Detecting and Punishmg DeVlations In some circumstances. coordinated
~~~ies contradictory information ,Where market conditions are, interaction can be effectively prevented

vest' ~~enerated in...merger '.. ~ con?ucive to~el~ detection.~d _ ,or limited by maverick.fir:ms-~rmsthat
likely~ .0I!:8.,Whetlier-~ ~erger IS ,punls~ento~ significant deVlations, a ., have a greater economIc mcentive to
, " dUD1rush competitionby.firm Will find It more profitable to abide deviate from the terms of coordination
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than do most of their ri.vals (e.g., fmns. . 2.21 Firms Distinguished Primarily by ',1' effeCt·if each prOdu~smarket~har?
.that are unusually disruptive and ., Differentiated Products:< .; ~.' reflective of ';lotonIt its relative app'
competitive influences in the market). '. . In.some markets the products are .' " as a flf8t chOice to consumers of the
Consequently, acquisition ofa maverick differentiated, so that products sold by mergingfmns'productsbut alsoits',
finn is one way in which a merger may· - different participants in the market are relative appeal 8i1 a second choice"~'
make coordinated interaction more. not perfect substitutes for one another, hence as a competitive constraint
likely, more successful or more Moreover, different products in the flf8t choice,lI Where this CirCumsla
complete. For example, in a mar.ket market may vary in the degree of their . holds. market concentration data fa~
where capacity constraints are" .. substitutability for one another. In this outsi.de the safeharbor regions of se'
significant for many competitors. a firm setting, competition may be non~uniform 1.5, and the merging·firmshave a ::\f
is more likely to be a maverick the (i.e" localized), so that indiVidual sellers combined market share of at least'
greater·is its excess or divertible - - compete more directly.with those rivals' five percent, the Agency will pres
capacity in relation to its sales or its selling closer substitutes,a1 that a significant share ohalesin lhe
total capacity, and the lower are its A merger between firms in a market market are accounted for by consu
direct and opportunity costs of for differentiated products may diminish' who regard the products of the me
expanding sales in the relevant . competition by enabling the merged tl1'm firms as their first and second choic
market. 111 This is so because a firm's to profit by unilaterally raising the price . Purchasers of one of the merging
incentive to deviate from price-elevating of one or both products above the firms' products may be more or less·.

Premerger level. Some of the sales loss lik 1 to m ke tho .oth th· .iand output-limiting terms .of e y. a e e~ elf secon",
due to the price. rise merely will be ch' tha ket h s 1 . ,coordinationis greater the more the n.rm Olce n mar . s are a one wo
diverted to the product of the merger m'd' te Th ke''t' h f th .."is able profitably to expand Its output as. lC8 .. e mar s ares a e·partner and, depending on relative ' " 'fi ' .d· t' d 'J.!!'a proportion of the sales it would obtain merging mns pro uc s may un ersUimargt'ns, capturing such sales loss th t't':' ff 't f' .•if it adhered .to the terms of coordinatl'on e compe live e ec 0 concern, Wthrough merger may make the price r 1 th . d ts f th 'and the smaller is the base of sales on lor examp e, e pro uc 0 e meincrease profitable even though it would fi 1 t' 1 ' 'I '

which it enJ'oys elevated profits prior to h b fi bl' ums are r~ a Ive y more sum ar Innot ave een pro Ita e premerger. various attributes to one another t •
the price-cutting deviation,20 A firm also Substantial unilateral price elevation in d th
may be a maverick l'f l't has an unusual k f d'ff . d d . other pro ucts in e relevantmarkea mar et or 1 erenhate pro ucts On the other hand, the market sharea.
ability secretly to expand its sales in requires that there be a significant share alone may overstate the competitive
relation to the sales it would obtain if it of sales in the'market accounted for by effects of concern when, for exampf
adhered to the terms of coordination. consumers who regard the products of the relevant products are lesll simil .
This ability might arise from the merging',fl1'ms as their flf8t and.. . their attributes to one another than.
opportunities to expand captive second choices, and that repositioning of other products in the relevant mark
production for a downstream affiliate. the non-parties' product lines to replace Where market concentration dat~'

the localized competition lost through '
2.2 LesseningofCom'petition Through the merger be unlikely, The price rise outside the·safeharbor ~gionsof'
Unilateral Effects will be greater the closer substitutes are 1.5, the DUlIging firms have a comb . r

the products of the merging firms, i,e., . marketshare of at leastthirty-five<.
A merger.may diminish competition h . th ·b f d percent, an'd where data.o·n produJ.'f' did t e more e uyers () one pro uct C\,

even 1 It oes not ea to increased . attn'butes and relative 'pr'oduct app'e'
1 1 d consider the other product to be their
ike ihoo of successful coordinated next choice" show that a significant share of·:1\.'

interaction,becauS'e merging firms may: " .,.. purchasers of one merging finn's p'
find it profitable to alter their behavior 2.211CI~s~nes8.of the PTodu~ts ~f the regard the other 8S theiriecond r.ho .
unilaterally folloWing the acquisition by' Merging Finns .' . . -' then mar~et sharedata, may be reI' '
elevating price arid Buppressmg output,· The marketconc~nkatfunmeasures' . upon to demonstrate 1hat'there in'
!Jni1ate?l comp.etitive effects can aris,e, articulated in Section l'may help ass~ss, significant share ofsalesiit the m,:
m a vanety of different setti~gs... !.n each the extent bf the Ukelycompetitive::: ' accounted for by-consumers who
setting, particular oQ1erfactors. . . .',',' effect from·a uriilateral plice elevatioii' . : be adversely affected by the me •

, . describing the }'81eva~t,market'affe~t the, bytheinergedfmn notwithstanding the:" '.:' ·,>,:;/;;-:,'·~:;::J·F"c.~",'!'~:'· ',ri
· .. ' :. likelihood.ofUnilll~~ralc0lt1l>etitive~~'<:;:fact.thli.ttheaffected products.are' ':::>!':~ 2.2~~:).*~i.Uo/9,f~y~~el1er:s:~q.: ..
· .',' . eff'ec~<l:'h~ B,eWngs dif£!i~,by)he: ..::~~~·.::~:'::~di~eren~~t¢~i~e mii~k.~tcoIiceittril ..~on·~ ~e.pla.~~ ~~~~~~~;~ti.~~:~~=-,:~ ..~~~

.. . _~ P1ima?'3:1Uu:~t;teristi¢SJhat'4i8tingUlsh.,?: J11eas~s_p~yide am,essUfe'ofthis ~~,:,:,~ ~ ,:~. A inenier isnoflikeJito;le~f()
• :,- firms and~liape,the 'natUre ofth'eii~,;':":;:~V:'" ···~'~·""::'7·.:;,,~'t!'~~:~ff;~?:·"::~<!'-~·5"?··~::>~;: unilate';;"elevliUort'bljirl9880f':'\
'. ." ~ comp~~tip1'1.::;,f;:;} :'~; ;,~ '~!:') );: ",'( '::';~':~'::~\:,:~.: &1 SiD:dlarly,.tti~~brli~fi_~~iri~~t~er.!Iitia·t~dpradticisif; iii~jjp?!
.' "."'.' .'y..,::-; ':"O::'_>L~;<"'; '':';''':0: :.. c:::!-\·..yJ'.·;'>,,,~.~" ·dl.tiJIaUlebild·bitlteli''nlIatfnaanni'.:......:,· l1I-1e'rving'':''; . ch 'an'-e'fr··c• ··n·v'·a1·'J·e·~te·rs·~ ·likely·;....
.. - '...., ".!. " .'. "'-' or' " •• ~~." ..I,a b .' '. ;'~.l.";""-- . ,·au le .. ~' ..
,,: :'. ..'.. . ·,,';h~- ,~7~,·,~,·:t; ::>?---. d' "~:"">:wllerent uyerl'Orgroup.o!u..,.....:;·andbuyer'l;:~?···1 '.' ""f ., "tifa -" "r ·tition'
· "'. '. I. Blit~la:e8icap8C1tYIn 1bl!bande'cifoon:.N:,:,.:::-::.-,neaotlate.lndl!!tl~y willi.~lIe~Here. for,.~,;,;".'u:~a~ ~,y.,~ .CJ.~ ." ~.c:o~P.:itio· .'
· ,_veri~ l'innI may be apotl!nl weaponW1tb'wblcb~example, ~lIeIllJPa~ .folJ!l-'l.lY.~~ .,aIiiI~ on,!" . ,'....'"':'. ., ug.,,~J~l~rge!.l'~~C? ; '_~\'

'to punim c1eVlationa ftemtheterms of cocirdlIulb ;"....nClt!'er ~orlbe bUiInUi ,:,f.a.b,UYet'••C?f,ea.CIibuyer _".. ~elf p~d,uc;;t.1mell'~j,,-.~,ii~~d~:-";".
20' .... ~ .•.• '.' •. , . .... : .. ' .'. may eUClllndlvlduilpncequotea"fr9jDmwtIPle''',-, :.:' ":',;:_~,,·'·'r:::~'···::e',;~·:f:!';).<..:;.j·l'.'> "~~"Slmll. arI.y,m...a1lUl1'bt.",hereproduct~e.lgn.1!r.:.'.?.ellerl.•- :teuerma.Y. flndtt.relatinl.. YiDe.xpen..··IYe. to,,;.:, , ......•..~}.'/.. ~..7-., _.'.';:'..'I':; "'..:- .,.
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~: ",~' ;'~.f(it~1~~1f~~~ti;fiw~=~41~,~J:"~~>-;;tb~t'iicihd{~~8~::··'·rdn~t~~-·pmjJ,·Ft·t,.~;
.,to.evaIuat.,P~ctq~~~;tn;?cOUnte!!~Jhe~~~~f~· .' /~~Jact~S8~f 8S ,the me:Flnducedili;:l<':!."t;.~
. ,who consid~~~;·con~Jtf-!J1'!i"~,~~':~;£:.r'~'output'redu~0n--theIi8ucb:entry l8:;';:;'~"\'"'~/~"

'Jilel'gins partieJ,~y.lUnitthe-·tJt81¥::.."':; f.J1try18~~euyJfentr1lY~~~,:'':'':~ !f.k81y in respo~seto·the merger'~<~i "l~.l!l:: '
'of ~ellersthey:conai¥,Ife1thmn,~ttm.!ly.,likely.a~chu!ficientm;l~~';,.L The third step assesseaWliether'" ;'J;~l

,. mergtD8.~"Would",!.repla~~~m.tude,' Cbara~~d SC:OP&tpdeter:~. timely-end likely entry wouldbe~~J:~"'.I?~·:"'<, ,. ';.
.buy~<C01di~~o~by.8ll~~'n:;1_~Jorcou.nt~ct.~ ~mpetit;tve effects of ~'.: sufficient to' return'market prices'"to' tbeir'i::"""{~L';

.et:JJDPetit!• .aeI!er:Dot:~1~~:conce~ln mar~tI.~here ent,11 it.that <.. premerger levels. 'I1rlsend maY b4r~~~""'~i~
,.~theD}he ~ergerJa ,not~~~~': eaay (1.81~'8Dtry:p~ ~~~~~: .acCom~lished either througti'multipli'~il!1-':c/;:::(:;"~

.....;~o a~~~~~",!~~_~::~f~;F7""~;,of1iJ!1eUnet8r~QIld,..~;<:;Tf".:~ ~ enb1 or individual entry at Il..mncien"(~,jr~;~.;~;;;
),;"'.. ··;JW~~1'~,;J:~~:~;~"'f;'~-:'!~~~::::'0·,s~clency).;~e~.ra~IM):"")"~·tB').·s~~~trymaYJiot:be.sufficient.event~;·,.·~(
Firms~shed~;.~..:};·antitrust concern~..~y,~~. though timely~and likely~·~wheretbe#f~,~:~)': .('; f:.
CapaCities':.-.,',:,::':';:n,.~';.:,,'.'~·_~' ~o ~er ana1ysiL;1>··#~.~.;;. .~~ .. 'I.p:\ •. constraintsonavaUabUity ofessentiaJ,'l,:i',,;,~~~

~'''rod'-;' .\···~~h-,'t" "<"'}~f:T~~~ " The ~mmittedentry treat,edtn this'~ ':': assets, due to incumbenl control, lnalcesiJ.~: '.• ,~' 'f,
.. '_. P. ud'.c.ts.. P8J!'.... .re.'.' 8!fv.. e.11. .;"."'.' ,..... ;~~';, sectiOJ?- fs;-d.,.efined u,new.competition·; '," it tDipossible for entry- profitab.ly to :,,::-,"!-·.:,l.'o:'. '.'. ".~.:'.'.".:'!fElDtia!e .,Jp1l:1:ccapalatyp~y .;.Ahat reCpdres expenditute ohignificant:, , . .. '.;",,; .:',':
• ,she~ ~shapetl the,;;;;:,,:" .sunk .costs of entry;and exiLII,The.';.,;_ achieve the neceas&ry level o( sal~.,.. "j
'j[ibe~cc>~petit!o~,th~m~rged>'.Agency.·employs li tmentep 1{)'l'?;'>:;::,;~" Al:nth~chdcter~scope.;ffully':~.

,. y find;ir}),ro!~blejllliIater8l!Y tQ . methodolOgy toaSllelBwhether ,::.3,.,... en. ~ pro uets . t not .
,,' . ce and If!ll'P~es~_outputThe:~'~" .. committed entry would deteror:':' . responsIVe. to the localized sales - ..'. ,
. ',erProvidea ~emerged~ a larger,., counteract a competitive effect of:.' opportunities ~eated by the removal of
. o.,f; 8111es !'n which to enJOY the .: v • concern..-:" . .;,:, , ~ct co~petition among sellers.of
tingprice rise and also eliminates a The firatatep aasessea whether entry_~ , differentiate<{pl'?duets: In a8s~~sing . ':i'f

." ~titor to whi~cu8t~mers' '. . can achieve significant market impact i whether entry will be timely, ,lilcelynmd o.

. 'se would have diverted their within a timely period. If significant .. " . suffi~ent, the Agencyre~s that .
Where,the merging firms,have a'. market impact would require slonger. '. p~clse an~ detail~d informa~on mar be

.biDed mmetshareof at least thirtY-, period. entry will not deteroT counteract ~~t or unposslble to.obtam. In such
.. percent, merged firms may find it· '. the competitive effect of concern. .. : lnst~ce8. ~e Agency w,lll ~ly OD all

.. fitable to raise price and reduce joint" The second step assesses whether, ' avaUab~e evl~encebe~ ?nwbethe.t:;
•~ut below the sum of their premerger committed entry would be a profitable ~ntry.will S~tiSrr the conditions ~f
.. tputs because the lOitmarkups on the ' and. hence. a likely response toa merger tuneliness.likelihood. and suffiCIency,
' ..gone sales may be outweighed by having competitive effects of concern. 3.1 Entry Alternatives
_~.te8u1ting price increase on the Firms considering entry that requires . ~
erged base of sales. ' ' significant sunk costs must evaluate the The Agency will examine the -

.;Thls unilateral effect is unlikely . profitability of the entry on the basis of timellness, likelihood. and sufficiency of, -
a sufficiently large number of the . long term participation in the market, the means ofentry (entry alternatives) a

,:ilerged firm's customers would not be because the underlying assets will be potential e.ntrant might practically .
~ble to find economical alternative' . committed to the market until they are . employ, WIthout attempting to identify
sources of supply. i:e., co~petitors of the economically depreciated. Entry that is'. who might bepot?ntial entrants. An
. erge~ fi~ likely would not respond to sufficient to counteract the competitive en~ alternative IS defined by the
the pnce mcrease and output reduction effects of concern will cause prices to acllons the finn must take in order to
by ~e merged firm with increases in, fall to their premerger levels or lower. produce andseU in the market. All
thell' own outputs sufficient in the. Thus, the profitability of such committed phases of the entry effort will be
aggregate to make the unilateral action entry must be determined on the basis considered, including. where relevant.
of the merged firm unprofitable. Such. of premerger market prices over the planning, design. and management
non'party expansion is unlikely if those long.term. > permitting, licensing, and other
firms face binding capacityconstralnts A merger having anticompetitive approvals; COnstruction, debugging, and
th~t ~ou1dnot be economically relaxed effects can attract committed entry. operation of production facilities; aild
, ~~o years or if existing excess profitable at premerger prices. that promotion (including necessary
capaClty IS significantly more costly to would not have occurred premerger at introductory discounts), marketing,
O~te than capacity currently in use." these same prices. But following the distribution, and satisfaction of
3. Entry AnaJy • merger. the reduction in industry output customer testing and qualification
; , . S18 and increase in prices associated with requirements.sa Recent examples of;;p .OvervJew the competitive effect of concern may entry, whether successful or
<A merger is notlikelyto cre~te or al~o~ the same,e~try to occur without unsu~cess~ ma~ pro~d~ a useful '

.~nce market power or to faciUtate its. driVlllg market p!1ces below premerger starting pomt for Identifying the .
«;xercise, if entry into the markeUs's . levels. After a merger that tesults in necessary actions. time requirements,
easy that market partlcipants. after ~. decreased output and increased prices.. . and characteristics of possible entry
~erger. either collectively or unilaterally the likely sales opportunities available . alternatives.
f:uld not profitably.maintain a price. to entrants at premerger prices will be ,....... 3.2 . Timeliness ofEntry
.. crea~eaboveprenierger levels. Such> larger than they were premerger, larger:
~t;ry~likely will deter an anticompetitive by the output reduction caused by the '.' In o~~rtodeter or counteract the
.:... ", merger. If entry could be profitable at competitive effects of concern, entrants

I I. TD ' ".... ..". ." premerger price!' without exceeding the . . quickly must achieve a significant
~p.na:m":uliaas and likeUh.ood ofnon-party ,. likely sales opportunities--opportunities . impact on price in the relevant market.
lIle!hod be lIIIlyzed umglhe AllIe ' .. '. '
, , ology a. ueed in 8t1ll1yzing llnCQDIII\itted or .. .• ,.. ;'.' '. The Agency generaUywill consider
~tI~~b'y Ieee Secti.one 1.3 and 3} depending I. Supplyree~ that req1liJv 1 thaD 0118 .- .0 . , "

,......_."on.8Jl1 Itlnal of the lIlIJIk COlIte enteUed In ..' year and _·_--"'--t _I.. -t. to e ·te -- "' f th ..-........ _.~ ....... _ u""""" ~u Many 0 eM pballe' may be undel1alCen' ,
;\ analyzed a. UJ1COIIlIDitted eJJlrY buection 1.3.' .imultaneou&ly. " '.'"
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timely only: those committed entry· :..,. ,; ;'Sources of sales'opportunities ;~" . with the'competitive effect of concem."
a!ternativestha~ can be achieved within .:' available. to. entrants include: (a) The . For example. where the concern is ':>< .• ,
twoyeara from initial planning to . ., . output reduction associated with the unilateral price elevatio~ as a result or..
significant market impact.ll'I Where the .. 'competitive effect ofconcem,aI (b). merger between producers of ;, ", .
relevant product is adurable good,.... - entrants' ability to capture a sbf\I'e of differentiated products, entrY. in ord~r
consumers. in response to'a significant reasonably ~xpected~wth in market to be sufficient, mUlt involve a produCt
commitmentto entry, may defer· demand,U{c) entrants' abWtysecurely so close to the products of the merging'
purchases bym~ additioJla1 o' to divert sales from in~benta, f~r finns that the merged firm will be .. ,(:·;
investments to extend·the useful life of . _ example. through vertical integration or unable.tointemalize enough of the sal :

· previoUlly purchased goods and in this .' through forw~ contracting. ~d (~) any lo~sd~e to the price rise. rendering the
way deter or Counteract for a time the additional anticipated contraction m - pnce mcrease unprofitable.
competitive effects ofooncem.1n these' incumbents', ~utpu~ in response to 4. Efficienci8S' ., 0

circumstances, if entry oilly can occur • entry~:ctors~~fduce the sales '.". .'. .' ', ••
outside of the two year period,the oppo . es av a e to entrants The pru;nary ~enefit of mergers to the
Agency will consider entryto be timely in?ude: (a) The prospect that an entrant econo~y IS ~elf efficiency-enhancin&!,~
so long aa it would deter or counteract will ~b~ in a reasonably expected potential, whicb can increase the .... ;
the competitive effects of concern within decline m market demand, (b) the . competi~venessof~ and resultin.
the two year period and subsequently. exclUlion ofan.entrant from a portion of low,er pnces to consumers. Because .\C~

. the market over the long term because of WI:

3.3 LJkeJihood ofEntry vertical integration or forward . antitrust laws. and thUl the standards of
.' . . ... contracting by incumbents. and (cl any the GU!delines, are designed to:;:

An entry alternative IS likely if it . anticipated sales expansion by p~s.cnbeonly mergers that present a'
wo~dbe pro~tableat premerger pnces, incumbents in reaction to entry, either sJ.gIUficant danger to competition. they:
and if such pnces could be secured by generalized or targeted at customers do not present an obitacle to most
the entrant" The committ.ed entrant approached by the entrant. that utilizes mergers. As a consequence, in the
will be unable to ~.cure pnce.s at prior irreversible investments in excess majority of cases. the Guidelines will
premerge~ levels if Its outp~t IS too large' production c~pacity.Demand growth or allow firms to acbieve available
for the ~arke! to absorb WlthOut decline will be viewed as relevant only efficiencies through mergers without
depresslDg pnces further. Thus, entry is if total market demand is projected to interference from the Agency.

·unlikely if the minimum viable scale is experience long.lasting change during at Some mergers that the Agency
larger than the likely sales opportunity least the two year period following the otherwise might Challenge may be ...
available to entrants. ". competitive effect of concern. reasonably necessary to achieve, ." "

Minimum viable scale is the smallest 3 4 Su#jcien . OFEntry . signi.fic~t net efficiencles.Cognizabl;'
average armuallevelofsales that the ".u' .... cy ~ . .. effiCIenCies include, but are not limited'
committed entrant must persistently, .' lna8~uchas~ul.ti~leentry generally to, achieving economies of scale, bette';'
achieve for profitability at premerger'.· is possIble and m~Vldualentrant.s may inte~a~on.of production facilities, pIa ..

· prices.U Minimum viable. scale is a .:.. flexibly choose th~lf scale, c?mmltted speClahzation,.lower transportation, .
function of expected revenues, based, entry generally will be s~clentto deter cost~, and similar efficiencies relating

. upon premerger prices,aoand all or counterac! the compe~tiv.eeffects of s~e~fic ~anufacturing,seryicing,Of_,'"
categories of costs associated with the . concem wbenever entry IS likely.under distribution operations of the merging .

· entry alternativeLincludingan.·' ... ...... the analysiS ohection 3:3. However,t. ftrms. The Agency may also consider.;!
·appropriate rate of returD on invested . '. entry; although likely, will notbe . :.' claimed efficiencies resulting from .,i
capital given that imtry could faU and . '. sufficient if(as a. result o~ in~ent reductions in general selling, .. ' ,.' ,

- ..sunk costs, if any.WUlbe lost.al' .'~ '. . controL the.tangible andmtllDglble - . adm.inifJtrative,and overbead expense
· .;. . . ." ": ',' -' . assets required for entry are not· ., or that otherwise do not relate to.,:. '"

. U FIrma whk:b have ~tt'ect to~t~' the: .':- . adequately a~anab~e for entr~ts to specific ~anUfacturiDg" servicing, -or)
·_DiaJbt prior to the merser pnerally wIll.be .' ::. " respond fUlly to thelf sales ':" distribution operations ofthe mergmg'
iDcluded In theme~tof themarkel. tbdy ,>. ... ·opportunitie8:~~ ~addition.' ·where th.e .,-,' rmn~, ~l1thougb. 88 a practical· matter.~~~.
committed entry or adjWilmenli tq p~ttos '. ",~' . competitive effectofooncern is not these types of efficiencies may be d

"!., ".- entry plaDatbat are 1Dduc:ed by the IJI8IIflr will be '.' . uniformaCfOssthe relevantmarket. in ... difficultto demonstrate~til additio~
2.;.~.<r~~~::::~~~~"~of!ler fof l!ntrY{~;bes~~e.nt,~e..: '.. :~en~will reject Claims ()femci~~(
;~~'~<.:;~~~.:•• Wbeft,c:Qadlilou~t8~tb&f ..tiJa'WY~·.~,:cbara~er8Ildscopeof:entr~ts'~;:.,' ; if eqwvalen~orcomparabl!JI~~.\..
~y~tc:-:proB~bIa at prlce".IJe1owPNfllllilefleftla.'1he ..~ \i";~~ P!'Od~muat.~e~sponsivet(fthe;~ ..•..... '.' reasonably be ..acl,lie"edoy'the partie",
:r::::":;-(.Apucy wl1l~ the·llkeIihoodof 4II1try .~.~~1:;;:19CaliZed sale,s ~ppbitun'itiesth~t ::' ',!. 'r ; through .other lIleans,;~e,~ec~d1J~
'j:~: .•, '!.•.=:.c-.a~~~,~~.~~..;. '<:'\'L"(:incl~de the0utP.u!reductloDllsSoClated ;... em~el1~~s.mUlt ;be.srel!ltElr tbemo~
,f";"';''''1be'mm&p.'~~~""bb. ~~~;;,;.;..'" ~,' 4~"'·'..:::: ;"::~'~'o!f'~;';?~i'~~ ;;;"~.; ;'" ~;" ,'/ ' .. - , significant are,the competitive risks}
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AT&T Earnings Commentary
April 20. 1998

First Quarter Earnings From Continuing Operations Were $0.80 Per Share
Earnings Adjusted for Gains and Charges Were $0.77 Per Share

FIRST QUARTER 1998 SUMMARY

• AT&T'sfirst quarter em-llings from continuing Opt!1'atiolfS were SO.77 per share on a diluted
basis. This excludes gains totaling $0.26 per share from the sales ofAT&T Solutions Customer
Care (ASCC) and AT&T's holdings ofLrn Television Carp. Aho excluded is a charge of
$0.23 per share reflecting AT&T's decision not to pursue the sale ofloeal service on a total
service resale basis.

• Ea71fings from continuing operations were $0.80 per share on a diluted ba~s, an increase of
19% from $0.67 in the first quarter of 1997. Consolidated ea:mings per share were SO.81, up
17% from $0.69 per &hare in the year-ago quaner. The SO.81 included $0.01 in earnings per
share from discontinued operations, reflecting the operating results ofAT&T Universal Card,
which was sold to Citihank on April 2, 1998.

• Revenue increased 0.7% compared to the first quarter of 1997 driven by growth in business
services revenue. The year-over-year reverwe growth rates for each ofAT&T's three largest
segments-business services, consumer services,. and wireless serviceg...-..-improved compared to

the fourth quarter of 1997.
• Earnin.gs be/o,e intere~) taxes, depreciatkm and amortitatio'" (EBITDA) increased 13.3%

to $3.1 billion. Excluding the non-cam write-down of local assets mentioned above, EBlTDA
increased 35% to $3.7 billion. 'The increase was primarily due to the sales ofASCC and LIN
Television Corp. SG&A expense declined S142 million or 3.9% as part ofAT&T's
commitment to reduce SG&A expense by $1.6 billion in 1998,

• Business services revenue, including revenue from local service, increased 4.5%
year-over-year, driven by continued strong growth in data services revenue. EBIT from
business services increased 1.1%; however, excluding the gain on the sale ofAT&T Skyrmt in
1Q97 EBIT was up 10.00./0 compared to the year-ago quarter

• COI'ISlIma services revenue, including local service revenue, decreased 5.1% reflecting the
flow-through. of access rate reductions to custo:mers and the targeted migration of customers to
optional calling plans. EBIT declined 13.0% from 4Q97 as a rosult ofthe traditionally higher
level ofmarketing in the first qu~er as well as nomtal post-holiday revenue trends. EBIT from
consumer services increased 11.8% compared to 1Q97.

• Wireless services revenue increased 7.0% as consolidated subscribers increased 16_90~ to 62
million. EBITDA from core wireless: services increased slightly in spite ofAT&T's aggreg,~ve
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migration ofcustomers to digital service. Over one-third ofAT&Ts consolidated wir:eless
subscriber base now uses digital service.

Quarter at a Glan.ce

Growth Compared to: lQ97 4Q97

Business Services Revenue 4.5% 3.4%

Consumer Services Revenue (5.1)% (2.1)%

Wsreless Services Revenue 1.0% (3.7)%

Business Services BaIT 1.1% (2.6)%

Consumer Services EBIT 11.8% (13.0)%

Wireless Servic.es EBITDA 2.2% 5.8%

Long-distance Revenue (0.8)% 0.6%

Long-distance Volume 4.9% 2.3%

AT&TFirst QuartI!f" Highlights

Total. Revenue $12.6 Billion

SG&A as % ofRevenue 27.3%

EBIIDA $3.1 Billion

Net Income $1.3 Billion

N> of3/3l/98:

YTD Reduction in Employees 4,500

DebtJTotal Equity 28.2%

YTD Stock Price Change +7.2%

Earnings Per Share Recap

IaJ 003

EPS OD a dillltM basis from: lQ98 4Q97 3Q97 2Q97

Continuing Operations'" $0.80 SO.81 $0.69 SO.57

Discontinued Opera.tions Including Gains** 0.01 - 0.06 0.02

Con:iolidated AT&T $0.81 $0.81 $0.75 $0.59

*lQ98 includes $0.26 in gains on sales ofAT&T Solutions Customer Care and LIN-TV. and $(0.23)
for the write-down of assets associated with local :tCIViceresale. lQ97 includes a. gain or$0.04 per
share on the sale ofAT&T Skynet, SO.04 for the reversal ofpre-1995 restructuring reserves, and
$(0.06) to exit the 2-way messaging initiative.

**3Q97 includes a gain ofSO.04 on the ~a1e of AT&Ts submarine systems busine55.

Income Statement Discnssion
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AT&T 1st Quarter Swnmary

lQ98 lQ97 YrfY.r% 4Q97

Revenue $12,631 $12.548 0.7% $12,713

SG&AlRevenue 27.3% 23.6% (l30)b.p. 28.3%

EBITDA 3,121 2,753 13.3% 3,132

EBITDA Excluding Gain & Chargel 3,055 2,636 15.9% 3,132

EDIT 2,090 1,807 15.7% 2,108

EBLT Euluding Gain &: Chmges 2,024 1,770 14.4% 2,10

Revenue

TotaJ revenue increased $83 million OT 0.7% compared to 1Q97 as increases in reverme from bl1Siness
services, other/COlporate revenues and wireless services revenues'were offset by a decrease in
revenue from consum.e:r services. Long-distance revetllle was down 0.8% compared to lQ97, while
calling volume increased 4.9%. The gap between revenue and volume growth improved to negative
5.7%, as pricing in business markets finned and free minutes. which continue 10 be used as a
customer incentive, no longer affected the year-oYer-year reverme gro"Wth rate for consumer services.
A detailed discussion of revenue perfonnance by segment begins on page 5.

Operating Expenses

Access and other interconnection expenses decreased 8.1% compared to 1Q97. The decline relates
primarily to lower international settlement rate~ reductions in per-minute access charges, and
AT&T's continuing efforts to manage access and interconnection costs. Reductions in per-minute
access expenses were partially offset by Primary Intere.xchange Carrier Charges (pICe), AT&T's
contributions to the Universal Service Fund (USF), and volume increases. Access and other
interconnection expenses were 34.7% oflong-distance services revenue this quarter. compared to
37.5% iI11Q97 and 343% in 4Q97.

Network and other communications services expenses increased 6.1% compared to 1Q97_The
increase was driven primarily by costs a&Sociated with compensation to payphone operators.
R.cccvery ofthe 28.4-cents~per-oaUpayphone charge is built into interstate pricing for business
customers and is collected from calling card users as a surcharge on customer bills. Higher costs
rel8.ted to increasing data traffic on the AT&T network and equipment sales also contributed to the
increase. The lQ97 reversal ofpre-1995 restructuring charges also contnouted to the increase. while
the 1Q97 ch.arge 'to exit the two-way messaging business and a significant decline in uncollectibles
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partially offset the increases.

De.preciation and amortization expenses increased 9-?-% co~pare~ to 1Q97. Excl~~ng the $80
million impact ofcharges to exit the two-way.messagU1g busmess m lQ97,.depr~on and .
amortization expense increased 19.5%. The higher level of expense was dnven by mcreascd caPltal
expenditures. Capital spending contimles to be directed primarily at A~&~'s long-distance network,
including the deployment of SONBT teclmology. AT&T 'expects to finish Its ~~year SO~T
program in 1998 with the completion of more than 50 SONE! rings. The continulll& expanSlon and
upgrade of AT&T's mreless network. also contn'buted to the mcrease.

f}}STRJBtHION OF E}(PI;NSF (Net IrdJcJmQ 1Q98At~'t frrp~t/'MPIt CflarQt!)

1Q918 19'97

seaA.
3~"

Ne1IIIortc
20'-'

Selling, general and administrative expenses were down $142 million, or 3.9% from lQ97. SG&A
was 27.3% oftata! revenue, down from 28.6% in the year-ago quarter and 28.3% in 4Q97. The
reduced level of expenses reflects AT&Ts effort5 to achieve a best-ill-class cost structUre) including
targeting the removal of $1.6 billion in SG&A expense from the businl:lsS in 1998 and a 22%
SG&Alreverme ratio by the end of 1999. Cost savings were achieved in a number ofareas acrOS& the
business in the first quarter. In partiCUlar, the company realized savings on direct mail and
telem;n-ket.ing to consumers, including efforts to focus on targeted customer segments,. Lower
marketing and sales costs in business markets, achieved largely through consolidation offunctions and
reductions ofsuppon :ttaffheadcount, also contributed to the decline, along with reductions in
corporate staff: These reductions were paTtia.lly offset by expenses related to new wireless businesses

AT&T has announced a plan to reduce total hcadzountby 15,000 ~.. 181000 as a. pan ofthe company's
overall cost reduction program. The company expects to generate the majority of these reductions
from the voluntary force reduction offer that is being offered to eligible employees in the second
quarter. Employees are expected to leave the payroll in stages throughout the remainder of 1998,
with a signii1cant portion exiting the business by June 30. As ofMarch 31, approximately 4,500
employees had left the business llS a result of other force D'lal1age.ment efforts.

AT&T recorded :.m asse.t impairment and restructuring charge of $601 million reflecting the decision
not to pursue the sale oflocal service on a Total Service Re53le (TSR) basis. The pre-tax charge is
comprised primarily ofwrite-downs of software related to ordering, provisioning and billing for
resold local service.

Other income statement items
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Other income ~ net was $700 million in the first quartet", up SS32 million from 1Q97. The increase
resulted primarily from gains on the sales of AT&T Solutions C~tower Car~ (ASCC) and ~~&1'5
holdings ofLIN Television Corp, partially offSM by the 1Q97 gam of approxJ1nately $100 million or
about $0.04 per share after tax on the sale ofAT&T S1cynet. The lQ98 gains totaled $667 million
pre-tax, or approximately $0.26 per share after tax.

EBITandEBlTDA increased 15.7% and 13.3%t respectively from lQ97. The impact ofthe sales of
ASCC and LIN-TV was largely offset by tlJe write.-down of ilSsets associated with the resale of local
services. Excluding the write-down oflocal assets, a non-cash item, EBITDA increased 35%.

Interest expense was $4& million in the first quarter. down 6.4% from the year-ago quarter.

Provisionf(Jr income taus was up 8.9% from lQ97, with an effective tax rate of35.6%. The
effective tax rate decreased 240 basis points from 1Q97, priInlJrily lIS a re!JUlt offoreign legal entity
restructurings.

Income from disoontinued operations wa.s $10 million net of taxes, down from $38 million in 1Q97.
This quaner, discontinued operations included the results ofAT&T Universal Card; in the year-ago
quartet the results ofAT&T Submarine Systems were also included in discontinl1ed operations.

Net income i.n.creas~ 17.8% from lQ97. The impact of the local write-down. largely offset the gains
from the sales ofLlN-TV and ASCC.

Errmings per share were $0.810[1 il consolidated basis, up 17% from $0.69 in the year-ago quarter.
AT&T has targeted a range of $3.25 - $3.35 pe.r share for 1998 including TeG.

See Appendix I for the :full AT&T income statement, and Appendix n fur complete restated income
statements.

Balance Sheet and Capital Discussiol1

Total LUsm decreased $1,730 million, OT:3. ()4J1a, primarily due to declines in property. plant, and
equipment, other roccivables and lnvestments. The decrease in property. plant and equipment is
primarily a result ofth.e local asset impaioncnt charge and the sale ofAT&T Solutions Customer
Care. Other receivables., which represent £inan.c.ing of AT&T Universal Card receivables by AT&T,
decreased due to lower cardholder receivables resulting from the paydown ofholiday spending
balances. The decrease in investments reflects the sale ofLIN-TV.

Totalliabilitie.s decreased $2,363 million. or 6.6%, primarily due to declines in debt. payroll and
ben.efit-rel3.ted liabilities, accounts payable and long-term. deferred taxes. partially offset by an increase
in current liabilities. The decreases in both short-term and long-term debt reflect the paydown ofdebt
with the proceeds from the sales arLIN-TV and AT&T Solutions Customer Care, as well as lower
debt requiremeDts at Universal Card resulting from lower cardholder receivables. The decrease in
payroll and benefit-related liabilities reflects the unnual first quarter pa.yout of employee bOlUlSes.
Accounts payable declined primarily due to the paydown ofhigh year-end pllyables mostly capital
related. The decrease in long-term deferred taxes is primarily due to the write-down ofloeal assets as
weU as benefits related to a foreign legal entity restructuring. The increa.se in current liabilities was
driven by higher current accrued income taxes which include the impact ofthe ASCC and LIN-TV
sales.
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Total shQl'eQl91lt!l' .ity increased $633 million, or 2.8%, priInarily due to the curr~nt quarter's net

income partially offset by diYidends declared.

AT&T's debt ratio defined as total debt divided by total capital was 2&.2% including debt related to
Universal Card. AT&T's debt ratio net of cash was 27.7~ as ofMarch 31, and is expected to decline
to less than 10% after the AT&T Universal Card sale to Citibank, which closed on April 2, 1998.

Capitfll additions were $1,046 milJionin the first quart:et", a decrease of 12.()Q~ comp~t~ lQ97.
Capital additions included $992 million ofcapital expenditures. Capital was directed pnmarily at
investment in AT&Tslong-distance network,. including the continuing deploymem of SONET rings
and buildout ofthe digital wireless network. AT&T ~ects to complete its SONET deploymem in
1998.

AT&T's full consolidated balance sheets appear in Appendix V.

CAJ'lTftL SPErDNG BY 5EGN£NT
1Q~

Bu~iness Segment Discussion

1'07

AT&T's results are segmented according to the company's primary lines ofbusiness: business
services. consumer services, and wireless services. A fourth segment, identified as otherlcOlporate,
includes the results ofAT&T Soludons. iIltemational operations and ventures, on-line services such
as AT&T WorldNet Internet access, and various other items. The results of these four segments plus
the impact of the elimination of internal business sum to AT&1'5 total results. The following is a
discussion of each of these segments, as well as supplemental information on local service, AT&T
Solutions, international operations and ventures, on-line services, and new wireless businesses.

Total assets by segment i(1.clude all external assets fur each segment except fur deferred taxes Wid
prepaid penRon assets which are held at the corporate level. Network assets aTe allocated to the
segment$ based on the prior three years' volumes and are reallocated each January.

BUS1NESS SERVICES SEGMENT

BU&ness services results reflect sales oflong-di&tan.ee services (domestic and international, inbound
and outbound, inter- and intra-LATA toll services, calling card and operator-handled services. data
services. messaging and other network enabled services), local services and web hosting and other
electronic commerce services.
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Total revenue from bUSineSS services increased 4.5% in the first quarter compared to ~Q97, driven
primarily by strong growth in revenue from data services: Data services .revenue gr~m the ~~w .
double digits for the quarter, as AT&T again expanded its industry-1:admg.market .shar~ POSltiD~ In

frame relay service with growth in excess of 1-00%. Revenue from pnvate lme data s.eI'Vlces contmued
to grow II.t a high-single-digit rate. The growth rateS ofdata revenue and overall busmess scgmertt
revenue continue to be impacted by the sales of AT&T S'kyn.et and AT&T TridOI11 in the fust and
second q,uarters of 1997, respectively. Adjusted for those sales, data services fl'VMUe grew in the mid
teens for the quarter, while total business ~ervices revenue grew 5.3%,

BUSINESS SER"1CES RE\IE1'IUE & EBITDA TREND
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Business lcmg-disrance services revenue. which includes data revenue, grew 4.4% in the quarter, or
5.2% adjustod for the impacts of AT&T Skynet and Tridom. Data r~enuewas appl"ox:iInately 25% of
business long-distance services revenlle this quarter. up from a year ago. Revenue from voice services
continued to be pressured by price competitio~pa.rticularlyon inbound services, and by substitution
of4'llternate services such as wireless for higher-priced services such as calling cards. Price reductions
made in anticipation. of access rate reductions also impacted revenue growth, though they were
partially offset by the flow-through ofUSFIPICC charges to customers- Long-distance calling volume
grew in the low double digits for the quarter, driven by double-digit growth in inbound services.
Volwne grew at a slower rate than in recent quarters, primarily as a result ofvery strong growth a
year ago resulting frOIll- stimulation due to contract renegotiations as well a:l additional volume of
government traffic under the FTS 2000 contract

EBITDAjor business services increased $90 million. or 5.6% over the year-ago quarter. However)
1Q97 included a gain ofappro>cimately $100 million on the sale ofAT&T Skynet. Absent that effect,
EBITDA increased 12.4% driven by revenue growth and helped by improvements in cost structure
related to customer care and gales support. EBIT increased $13 million, or 1.1%, and was up 10.0%
when adjusted for the sale of Skynet. Higher levels ofdepreciation due to AT&T's investment in data
networks and SONET deployment accounted for the slower rate ofEBIT growth as compared to
EBTIDA

Business Services Summary

lQ98 lQ97 YrfYr "/0 4Q97 Seq %

Revenue $5,673 $5,428 4.5% $5,485 3.4%

EBITDA 1.694 1,604 5.6% 1,713 (1.1)%

EBITDA. Excluding Gam olt Sky.,.«t 1,694 1,507 12.4% 1,713 (1.1)%

EBrrDA Mal'gin (adjusted) 29.9% 27.8% 210 b.p. 31.2% (130) b.p.

http://www.att.comfIr/conunentary/981q-cmnt.html 6/4/98
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EBIT 1,206 1,193 1.1% 1.238 (2.6)%

EB1T Exclltding Gain an Skynet 1,206 1,096 10.0% 1,238 (2,6)%

EBITMargin (adjusted) 21.3% 20.2% 110 b.p. 22.6% (130) b.p.

~009

Page 8 of 15

Capital addition.s for business services totaled $711 million in the quarter, primarily reflecting
investment in data networkE, AT&T's SONET program and the AT&T Digital Link product for local
service. Total assets for business services were $15.4 billion as ofMarch 31.

CONSUMER SERVICES SEGMENT

AT&Ts consumer services segment includes the results ofproviding long-distance Se:Mces (including
domestic and international, intet- and intra-LATA toll services, calling card and operator handled
calling, and prepaid calling card!!) and local services to residential customers

CONSUI£R SERVlCES REYENlJE cit EmIDA TREND
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Revenue from conSlmler services decreased 5.1% in the first quarter, as COTJSUmer long-dWan&f:
services revenue declined 5.5% on a slight decline in calling volume. The decline in revenue resLllted
in part from access cost reductions implemented in July 1997, which enabled AT&T to lower basic
rates and move many customers to more favorable optional calling plans. The controlled migration of
customers to more favorable calling plans is a key part ofAT&Ts strategy to retain profitable
customers. In addition, the reduction in revenue reflects the continuation ofAT&T's high-value
targeting strategy, implemented in the second half of1997, under which AT&T stopped targeting
non-profitable customers for acquisition. These changes continue to have an impact on revenue and
volume growth, but contribute to improved profitability and customer retention. Competition in the
residenti.a1long-distance market, as well as substitution away from higher-priced services such as
calling cards toward "W:ireless service~ also contributed to the lower revenue and volume growth
rates. Higher intra-LATA revenue and volume, which has resulted from AT&T's aggressive localized
marketing efforts in areas where pre-subscription is available, partially offset these revenue and
volume dfects.

EBlTDA andEBITfor consumer services increased 10.3% and 11.8% respectivelY, over the year-ago
quarter, driven primarily by reduced Sa&A expenses. These reductions are a reflection ofAT&T's
plan to target and retain the most profitable residential customers. SG&A reductions included
significantly lower marketing and sales expenses as a result ofbetter targeting and dliciency gains in
customer acquisition efforts. AT&T has also increased its use of alternate distribution channels,
including the launch of One Rate On-line, and honed its customer retention techniques through
database mining and consolidation ofmarketing me!lsages. As a result, spending on telemarketing and
direct mail declined compared. to the year-ago quaner. Sequentially, EBIT declined 13.0% due
primarily to the traditionally higb.er marketing activity ofthe first quarter compared to the fourth and
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to the normal post-holiday decline in long-distance revenue.

Consumer Services Summary

lQ98 lQ97 YrfYr -I. 4Q97, Seq %

Revenue $5,628 $5,928 (5.1)% $5,749. (2.1)%

EBITDA 1,498 1,358 10.3% 1,725 : (13.2)%

EBITDA Margin 26.6% 22.9% 370b.p. 30.0% (340) b.p.

EBlT 1,324 1,184 11.8% 1,522 (13.0)%

EBlTMargin 23.5% 20.0% 350b.p. 26.5% (300) b.p.

Capital additions for consumer services were $76 million in the quarter. Total assets for consumer
services were $7.0 billion at March 31.

WmELESS SERVICES SEGMENT

The Te!>"Ults of this segment are comprised primarily ofsales afwire1ess services and products to
customers in 850 MHz cellular markets and newer 1.9 GHz wireless markets. Also included are the
results of the messaging, aviation communications, and 'Wireless data divisions, as well as the costs
3SS0Ciated with the developme111 affixed wireless technology. Charges related to AT&T's decision to
~t the two-way messa.ging business are included in the results for IQ97. These charges totaled $160
million, including $80 million ofdepreciation and amortization expense and $80 million ofnetwork
and other communications services expense.

The impact ofth.e new 1.9 GHz markets, wireless data, two-way messaging and fixed wireless
development are reflected here a.s "new wireless businesses"; all other wireless results are reflected as
"core" businesses.

\41REtESS SERWcESREllEIVUE &. EBlTDA TREND
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Total revermefrom wireless services increased 7.0% compared to lQ97. The increa!Je was driven by
growth in revenue from both core and new 'wVireless buSinesses, with revenue growth trending upward
throughout the first quarter. Core revenue increased 4.3% to $1,083 million. while revenue from pew
businesses was $30 million for the quarter compared to $2 nUllion in the year-ago quarter.
Consolidated subscribers-those in markets in which AT&1 owns a controlling interest-totaled
6.159 million at March 31. This represents an in~a.seof 16.9% over Match3l, 1997, on net adds of
approximately 195,000. Consolidated subscn'bers include well over 100,000 users in AT&T's ten
emerging 1.9 GHz l113I'kets, The tenth market-BostonlProvidence-was la.unched during the fust
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quarter. These markets. represent approximately 70% oftbe total POPs covered by AT&Ts 1.9 GHz
licenses. Also during the quarter, AT&T announced joint ventures with Cincinnati Bell and T~1ecorp

to further increase its digital coverage.

Wireless Services--Total Summary

lQ98 lQ97 YrlYr % 4Q97 Seq %

Revenue $1,113 $1,040 1.0% $1,155 (3.7)%

EBITDA 251 246 2.2% 238 5.8%

EBITDA Excluding Chprgl! 251 326 (22.9)% 238 5.8%

EBITDA Margin (Adjusted) 22.6% 31.4% (880) b.p. .20.6% 20Gb.p.

EDIT (2) (31) 94.0% (5) 51.1%

BRITExcluding ChQ1'ge (2J 129 (101.4)% (5) 57.1%

ERITMargin (.44iusted) (0.2)% 12.4% (1,260) h.p. (0.4)% 20 b.p.

In response to the competitive environment ofthe wireless industry, Al&T has adjusted prices on
many of its high-end rate plans in an effort to retain customers. This pricing a.ctivity has put
dO'WIlwacd pressure on AT&T's revenue per us:er. However, the company has also made a strategic
del;ision not to purme acquisitions oflow-vallle customers. Partly as a result oftbis strategy, average
revenue per user in core markets declined at a slower rate in the first quarter than in recent
quarters-lO% year-oYer-year to $50. This selective acquisition strategy is being applied in new
markets as well, with over 70% of customer acquisitions in the quarter purchasing rate plans priced at
$50 per month or higher.

At the same time, AT&T hilS acted aggressively to convert the wireless subscooer base from analog
to digital service. This effort inCTClises costs in the near-term; however, digital service is provided at a
lower opera.ting cost and is expected to contribute to lower customer chum. As ofMarch 31, 1998,
about 35% ofAT&T's consolidated subscribers were on digital plans, compared to 29% at the end of
1997 and 20% a year ago.

Wireless services EBrIDA was $251 million for the quarter, up 2.2% from the year-ago quarter.
EBITDA from new busine$ses was negative $112 million this quarter, compared. to negative $114
rrullion in lQ97 (mcluding charges of$80 million related to the two-way messaging business). Core
wireless EBIIDA Wa.5 up slightly from the year-ago quarter in spite ofthe costs ofmigrating
customers to digital service Total wireless EBIT was negative $2 million for the quaner

J
including

negative $156 million from new businesses. In the year-ago quarter, EBIT ofnegative $31 million
included losses of$205 million from new businesses.
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Wireless Services
New Busin.esses

lQ98 lQ97 YrfYr % 4Q97 Seq 0/.

Revenue $30 $2 N/A $ 15 94.5%

EBITDA (112) (114) 1.7% (183) 38.8%

EBITDA ~1ud111.gCltarge (112) (34) (228.6)% (183) 38.8%

EBIT (156) (205) 23.7% (203) 23.0%

EBlT Excluding Chtz1'ge (156) (45) (248.2)% (203) 23.0%

Wireless Services I
I

Subscribers (thousands)

lQ98 lQ9'1 YrlYr% 4Q.97 . Seq 0/.

Con~()1idated Markets 6,159 5,270 16.9% 5,964 3.3%

Net Additions 195 251 (22.6)% 234', !(16.8)%

Partnership Markets 2,212 1.991 11.1% 2.169. 2.0%

Total Subs 8,371 7,261 15.3% 8,133' 2.9%

Messaging Subscribers 1,329 1,185 12.2% 1,300 2.2%

Capital additions for wireless services totaled $168 million in the quarter. Capital was directed
primarily at expanding coverage in new l1Jld traditional markets. Total assets for wireless services
were $18.3 billion at March 31.

OTHER/CORPORATE

This segment includes the results ofAT&T Solutions, international opera.tions and ventures, on-line
services such as AT&T WorldNet, md other corporate! operations. Results for this segment are
di5rus5Cd briefly here; II. more detailed cliscussion of cerl:ain components of the segment appears in the.
supplemental disclosure section below.

,

Othor/corporate revenue inCtM!ed 21.1% over 1Q97> driven by increa.sed revenue from AT&T
Solutions and AT&T WorldNet. RBITDA and EBIT increased 29.7% and 19.3%, respectively as a
result of the gains on~ sales ofAT&1 Solutions Customer Care and LIN TV. partially ofuet by the
charge for the local asset impainnem. Adjusting for thej¢ff~ ofthese items, EBITDA for the

"

http://www,att.comfrr!commentary/981q-cmnt.html 6/4/98



06/0~/98 15:09 FAX 908 221 8157 AT&T L.\W DEPT. ~013

AT&T Earnings Commentary: April 20, 1998 1Q 1998 Page 12 of15

segment was negative $385 miIlio~ an improvement of~5,4%ov~n~tive$454 million in lQ97.
EBIT was nega.tive $501 million., an improvement of7o;;.· over negative $5~8 million in 1Q97. L~wer
dilution from international operwons and ventures, AT&T WorldNet SeI'VlCCS and AT&T Solutions
were the primary drivers ofthe improvement .

Other/Corporate Summary .
lQ98 lQ97 IYrlYr % 4Q97 Seq %

Rev~ue $557 $460 i 21.1% $665 (15.9)%

EBITDA (319) (454) ; 29.7% (540) 40.90/11

EBITDA Excl:uling Gains & Charga (385) (554) ! 3D.5% (540) 28.6%

EDIT (435) (538) l 19.3% (643) 32.4%

EBIT Excluamg Gains & Charges (501) (638) . 21.S% (643) 22.1%

ELIMINATIONS

This IIsegment" reflects the elimination revenue and profit generated by the sale of services between
business segments, such as the sale oflong~stance tra.4sport services from business &erv:ice& to
AT&T Solutions.

,.
!

lQ98 Segment Reap I

Business Consumer Wirel~5 Other Elims Total

Revenue $5,673 $5,628 $1,113 $557 ($340) $12,631

EBITDA 1,694 1,498 2~1 (319) (3) 3,121

EBIT 1,206 1,324 (2) (435) (3) 2.090

Capital Additions 711 76 1~8 91 - 1,046

Total AssetJ-CoDt. Ops 15.391 7,031 18,2'P 15,187 - 55,886

SUPPLEMENTAL DISCLOSuRE-AT&T Solutions, Worldnet and Other On-line Services,
International Operations llnd Ventures, Local Services

AT&TSolutions, the oompanys outsourcing, network ~lJteg:ration, and multi-media call canter
business, grew revenue 39.3% in the first quarter to $218 million. The unit currently has more tban $3
billion under contract with such clients as United Healthcare, Textron, J.P. :Morgan, Merrill Lynch,
and MasterCard International In the first qullrter of 19~8 AT&T Solutions signed contracts worth
about $1 billion for rnajo! global data networking services with CitiooIp and McGraw-Hill 'These
contracts did not impact lQ98 revenue. Although not ~cluded in the unit's revenue, AT&T Solutions
manages AT&TIS internal network. infrastructure;, an op~a.tion that provides information technology
services which generated $386 million in internalb~ fur the quarter.

I

EBIT for AT&T Solutions was negative .$12 million rotlhe quarter, an improvement from negative
$53 million in lQ97. Included in the $12 million was thb impact ofthe realignment ofcertain start-up
networkmanagem.ent contracts into the outsourcing ~~ticeofAT&T SoLutions. AT&T Solutions
achieved a significant yearTover-year improvement in EBIT 85 a result of re:vemJe growth and lower

I:
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SG&A expense, and remains on. target to tum Profitabl~:,,"Ythe end of 1998..
AT&T Solutions Summary i,

I

lQ98 lQ97 YrlYr% 4:Q97 Seq %

Revenue $218 $156 39.3% $239 (9.1)%

IDtemaJ Billings to AT&T- 386 463 (16.7)% ,;:423 (8.7)%

EBITDA 21 (16) 229.2% ii' 22 (1.3)%

EBIT (12) (53) 77.6% ;(14) 18.4%

"'Cost recovery

Page 13 oflS

I', '

WlJrldNet and other on-line services include AT&T W:orldNet Internet access service ror residential
and business customers (included in the corporate/other segment) and web hosting and other
electronic commerce services (included in the business services segment). Revenue from on-line
services increased 97.4% compared to 1Q97 to S791Jlillion. The increase was due primarily to
continued growth in AT&T WorldNet's residential sUb~~riber base, which now totals about 1.]
million. Average revenue per customer oontinues to in.c±ease due to the expiration ofAT&T
WorldN"et's initial promotional price programs in favor 'ofregular monthly ra.tes ofS9.95 and $19.95.

t
EBlT and EBITDA from on-line service both improve~ as a result of the revenue improvement and
network and customer care cost efficiencies for AT&T;WorldNet.

WorldNet & Other On-Jine Services Summary "

.,

lQ.98 lQ97 Yr!Yr% 4Q97 !Seq %

WorldNet Subs (k) 1,085 884 22. 'FlO 1,020 ;. 6.4%

Hosted Website! (k) 8.1 3.1 1638% 6.9 i16.4%

Revenue 79 40 974% 67 ;15.8%

EBITDA (95) (152) 37.7% (109) li2.9G/O

EBIT (109) (159) 31.7% (l18) i; 8.1%
i-

"Internaiional ope.rations and ventures include AT&T1s;consolidated foreign operations such as
AT&T Communications Services UK, the company's ~sit and reorigination businesses, and its
online services in the AsialPacific region This area doe:S: not include bilateral international
long-distance traffic. The equity earnings or losses ofAT&T's non-consolidated intemationaljoint".
ventures and alliance5, such a~ Alestra in Mexico, AT&iT Canad3. Long Distance Services, AT&T -
Unisource and World Partners Company are also included in this section

,I'
Revenue from oonsolidated international businesses ing-eased 20.70.10 from 1Q97 to S179 million,
driven by growth in reorigination and Caroms UK. ThiS :growth includes the impact of revenue
declines in businesses which were non-strategic to AT~Tt some ofwhic;h were exited since lQ97.
Revenue from continuing strategic international opera~6ns grew 53.4% compared to lQ97.

ERIT from international operations and ventures was ~tive $63 million for the quarter, an
improvement of over 50% from 1Q97. Theimpro~twas driven primarily by increased revenue
and operational improvements in cOllsolidat~dinternati}inal operations and by reductions ofcosts
required to support both consolidated and non-consolii.iated international operations. Revenue

" ,
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generated by non-consolidated venture& and,alliances~s $:85 ~on for the quarter, up 27010 from
a year ago as a :result ofvolwne growth across all ofth~ :major bUSinesses.

"

International Operations & Ventures Summary

IQ98 lQ97 YrlYr ".;. 4Q97 Seq 0/0

Revenue $179 $148 20.']D;'D $218 (18.2)%

EBlTDA (46) (114) 60.2% (39) (16.9)%

EBIT (63) (128) 50.8% (56) (12.2)%

Local servicesfor business and residential cu$l:omers~ iincluded 8.8 part ofAT&T's business services
and consumer services segments, di5cussed above. Theii.ble below includes the results ofbusiness
and conswner local.. services as well as the costs associ~ with corporate staff dedic~ted to AT&T's
local services effort. (These costs ate reported as part J:r1he Other/Colporate business segment)

I.e

Revenue from local services, primarily comprised ofAT&T Digital Link (ADL) service for business
cu&tomers and services sold to residential customers onl a. total service resale (TSR) basis wa~ $37
million, up from $4 million in IQ97. AT&T currently ~rs ADL as an. outbound ioeal calling service
in 49 states. and as an outbound and inbound service m:New York, Connecticut, New Jersey, and
California. Local number portability, key to the provisioning ofcompetitive local exchange services,
romains an obstade to AT&T's progress in offcIing fullr functional business local services. AT&T's
pending merger with TCG is designed to accelerate the.1company's penetration of the business local
exchange market. 1

!i.,
I'

AT&T continues to flrovide local service on a TSR ba~~ to about 400~OOO residential customers in
six. sta.tes. HO'Wever, the company has ceased marketing TSR services due to the unfavorable
wholesale pricing structure currently in place. AT&T c~ntinues to seek alternative methods of
providing local service to residential customers. ,~ ,

I;

EBITDA and EBIT fur local services indude the $601 JDillion asset impainnent charge. Adjusting for
this charge, EBITDA decreased by $52 million and EBrr by $66 million.reflecting costs associated
with growth in ADL and TSR. Losses related to residehtiallocal $ervices are expected to decline as
the company further limits its TSR activities '

Total assets and capital spending for local service are pfimarily related to AT&T Digital Link. and
other facilities-based local service options.;

,I, •

'.

Loelll Services Snmmary ;i

lQ98 lQ97 " ,4Q97 Seq %YTlYr%.,\

Revenue $ 37 $4 779.3~~ $39 (5.4)%

EBIT.DA (781) (128) (512.9)0.4- (267) (192.1)%

EBITDA Excluding Charge (180) (128) . (41A)~ (267) 32.6%

EDIT (805) (138) (483_9)~ (293) (174.4)%

EBITExdading Charge (204) (138) (48.1) 'J?o (293) 30,4%

New wil'eless businessu
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Infunnation related to AT&T's new wireless businesseJ is included in the wireless services segm.ent

discussion. '11:
I' ,
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Long Distance
Snrlini Demand for Data Partially Offset Long Distance
Pricing Pressure and Share Loss

Reason for ReportJ Fourth Quarter Review

Investment Highlights:
• Fourtll quarter results were mixed lor thE long distance companies.

Despite B slight Improvement in COrE reswts, the Big 3'5 consolidated EPS
continued to sulfer as a teSult of dUutive new IDitiati,.·es (i.e., local, pes,
dill&, global alliances).

• Despi~e Dumerous price increases and bnge growth in data/lnternet
tTansmissions, long distaDce pdce pressures mon 'than doubled in '97 - the
average rate per minute (or "Gap'') feD 6.5% verms 2.2% in 1996. The
Gap In 4Q97wBS -8.0%, down from -'.8% in 3Q ancl4Q96's -2.8%.

• The long distance market share shift continued through 4Q - as evidenced
. by the dispaJ1ty of the revenue growth statistics between tbE Big 3 and

second tier players. The average reVeDll. gro'Wth rate for the Big 3
dropped from 7.2% in 1996 to 2.6% in 4Q97 - compared with average
second tier company growth rates of over 20% in 1996 and 31 % in 4Q.

• We have seen a number ot new, low nile long di!tance products oITered by
various prov.iders which should put further- pressure on pridng. Despite
distribution emciencies, these products could generate lower profit per
minnte even whIle they enbBDce margin OD a percentage basis.

• The acquisition of TeleportfinBny launched AT&T into the local market,
aUbough e\"en with the eLECts $1.8 bDlion oflocal assets, AT&T's
nationallotal exposure Is s1iIIlimlted. AT&T says Teleport's assets wiD
address only 28% (or $21 bUlioD) oftbe $7S blDlon local market (excluding
approx. $2.5 bOOoD of access revalues), thus leaving thE! remaining $54
bllUan to be addressed by resale and unbundling strategies, which tbus far
have proved to be uuero»omi.c: anrVor extremely dlmcult to implement.

• Our Investment motces are limited to *pedal situations (WorldCom and
Froutier) BJ'Jd selected lltart-Upll (Qwest aDd RSL Communications).

"

Me:mD Lyncb &. Co.
Global Securities Rescarcb & Economics Group
Global Fundamental EqlJity lles~ Denartment
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